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RECORD OF POLICY ACTIONS
FEDERAL OPEN MARKET COMMITTEE

January 11, 1955

1. Authority to Effect Transactions in System Account.

The following directive to the executive committee was approved:

The executive committee is directed, until otherwise directed by
the Federal Open Market Committee, to arrange for such trans-
actions for the System open market account, either in the open
market or directly with the Treasury (including purchases, sales,
exchanges, replacement of maturing securities, and letting maturities
run off without replacement), as may be necessary, in the light of
current and prospective economic conditions and the general credit
situation of the country, with a view (a) to relating the supply of
funds in the market to the needs of commerce and business, (b)
to fostering growth and stability in the economy by maintaining
conditions in the money market that would encourage recovery and
avoid the development of unsustainable expansion, (c) to correcting
a disorderly situation in the Government securities market and
(d) to the practical administration of the account; provided that
the aggregate amount of securities held in the System account
(including commitments for the purchase or sale of securities for
the account) at the close of this date, other than special short-term
certificates of indebtedness purchased from time to time for the
temporary accommodation of the Treasury, shall not be increased
or decreased by more than $2 billion.

The executive committee is further directed, until otherwise
directed by the Federal Open Market Committee, to arrange for the
purchase direct from the Treasury for the account of the Federal
Reserve Bank of New Yotk (which Bank shall have discretion, in
cases where it seems desirable, to issue participations to one or more
Federal Reserve Banks) of such amounts of special short-term ce-
tificates of indebtedness as may be necessary from time to time for
the temporary accommodation of the Treasury, provided that the
total amount of such certificates held at any one time by the Federal
Reserve Banks shall not exceed in the aggregate $2 billion.

Votes for this action: Messrs, Martin, Chairman, Sproul,
Vice Chairman, Balderston, Leedy, Mills, Robertson, Szymczak,
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Williams, and Young. Votes against this action: none. Not
voting: Mr. Bryan.

Clause (b) of the directive was changed at this meeting to provide that
transactions for the System open market account should be with a view,
among other things, “to fostering growth and stability in the economy by
maintaining conditions in the money market that would encourage recovery
and avoid the development of unsustainable expansion.” This superseded
the clause in the directive that had been adopted by the Committee at its
meeting on December 7, 1954 which read “to promoting growth and sta-
bility in the economy by maintaining a condition of ease in the money market.”

The change to eliminate the word “ease” from the Committee’s directive
and to adopt the wording set forth above reflected the view of the Committee
that, while the economic situation was developing satisfactorily, easy credit
was no longer needed to foster recovery. There had been a rapid advance
in most indicators of over-all economic activity since mid-1954 to levels only
moderately below earlier peaks and, at the same time, there were some indi-
cations that further ease might contribute to the germination of unhealthy
speculative activity which might endanger stability. The volume of credit
used in security trading had been increasing rapidly, and the Board of
Govemnors had increased margin requirements from 50 per cent to 60 pet
cent, effective January 4, 1955. The Committee’s conclusion that, in order
to avoid the development of unsound conditions, it should not continue to
promote “‘ease” in credit availability, was a shift in emphasis, a further step
away from the policy of “active ease” that had been pursued during the
latter part of 1953 and most of 1954 and which had been modified in De-
cember of that year by elimination of the word “active” from the instruction
to pursue a policy of ease. While the Committee did not believe that it was
yet fighting inflation, it took the position that this shift in emphasis was
desirable to avoid credit conditions that might encourage the development
of an inflationary situation. This would contemplate a gradual contraction
in the volume of free reserve funds of banks from the level that had pre-
vailed, and some increase in the cost and decrease in the ready availability
of credit. On the other hand, the change in directive at this meeting did not
call for pursuit at this stage of a program of credit restraint or of firmness
in the money market.
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